It's easy to feel good about 
your job — to be a 'Pepper 
person' — when people are 
happy to see you. It 's a great 
product." 
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The annual meeting of Dr Pepper Company shareholders 
will he at 10 a.m.. Tuesday. April 18. 1978 in the 
company's international headquarters, 5523 East 
Mockingbird l^ane. Dallas, Texas. Formal notice of this 
meeting and prow materials were mailed with this report 
on or about March 13,1978 at which time proxies were 
solicited bv Management. Record date for voting at the 
1978 annual meeting was March 3. 


















Financial Highlights 

Years ended December 31, 1977 and 1976 


Net sales. 

Earnings 

from continuing operations before 4 income taxes. 

provision for income taxes. 

from continuing operations. 

from discontinued operations, nel ol applicable 

income taxes. 

net earnings. 

Number of weighted average shares outstanding. 

Per Share 

Earnings 

from continuing operations before income taxes. 

provision for income taxes. 

from continuing operations. 

from discontinued operations, net of applicable 

income taxes. 

net earnings. 

Dividends. 

Book value. 


7977 

1976 

% Change 

* 226 , 750,000 

187.216.000 

+ 21.1 

38 , 504,000 

33,426,000 

+ 15.2 

18 , 182,000 

15,834.000 

+ 14.8 

20 , 322,000 

17,592,000 

+15.5 


193,000 

-100.0 

20 , 322,000 

17,785,000 

+14.3 

20 , 200,000 

20,173.000 

— 


1.91 

1.66 

+15.1 

.90 

.79 

+13.9 

1.01 

.87 

+ 16.1 


.01 

-100.0 

1.01 

.88 

+ 14.8 

.53 

.40 

+ 32.5 

3.79 

3.31 

+ 14.5 


Distribution of Revenue 

(Net revenue 4 of’$226,750.000) 


to 


20 


30 


40 


16.2 7c 

emotion 


r>() 



1 


12.87c 

Payrcll 


and advertising 


8.071 

Income taxes 


3.07c 


and 


4.77c 
I )ividends 


()thcr operating 
expenses 


1.37c 


47.67c 
Raw materials 
and packaging 


3.47c 


Depreciation 


maintenance 


Retained earnings 
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The time I’ve put in is just like 
a stepping stone. If you do get 
to the top , then you know all 
the problems and responsibilities 
that go along with it." 
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I've been selling the greatest 
product in the soft drink 
i n d us try for 42 yea rs. I/ 
everyone knew u hat l did 
about Dr Pepper and the 
people who have contributed 
to its success , there could be 
no doubt about the future of 
Dr Pepper. It has the 
potential to become the 
number one selling soft drink. 

























Message to 
Shareholders: 


F or the 20th consecutive year. Dr Pepper Company sales and earnings reached 
record levels. A 21% increase over 1976 lifted net sales to $226,750,000. 
Earnings of $20,322,000 were 14% better than the year before and the return 
to shareholders attained a new high with a 53$ per share cash dividend, 32.5% 
higher than in 1976. This holds to a firm management objective to return 
approximately 60% of the prior year's earnings. 

Dr Pepper's unique taste is its greatest asset and the foundation on which we are 
building for the future. The name Dr Pepper distinguishes the product as something 
special—a distinctive soft drink that has not been successfully imitated. Growing 
acceptance of Dr Pepper continues to support our conviction and stimulate our 
enthusiasm about the unlimited potential ol Dr Pepper. 

Dr Pepper's next greatest asset is its people. The company has developed a 
highly-motivated, professional management team. Ours is a young, intelligent, 
aggressive organization dedicated to Dr Pepper’s continued rapid growth. I his 
valuable people resource provides the strength and depth to accelerate our growth 
and place Dr Pepper in a stronger, more competitive position. 

Additional executive talent came to our board of directors in October, 19 1 < with 
the election of John B. Connally. The former Secretary of the U.S. Treasury, 
Secretary of the Navv and Governor of Texas replaces Jack C. Vaughn, a 1 7-year 
director who died October 5, 1977. Mr. Connally has long been supportive of 
Dr Pepper Company and private enterprise. 

We are also fortunate to have a network ol Dr Pepper bottlers capable and 
determined to make Dr Pepper a leading selling soft drink in their markets. We 
provide bottlers with marketing programs specifically developed to capitalize on 
the strengths of Dr Pepper and tailored to opportunities in the marketplace. Through 
aggressive efforts of a reorganized marketing and sales force and a vibrant group 
of franchised bottlers, 1977 growth rates of Dr Pepper and Sugar Free Dr Pepper 
again outpaced tin* industry. Dr Pepper is the fourth best-selling soft drink in 
America and moving up. Acceptance of Sugar Free Dr Pepper, despite the 
controversy clouding the safety of saccharin, reinforces our belief that it is tin* 
industry's best-tasting dietary beverage. 

The U.S. Food & Drug Administration s attempt to ban saccharin was one ol the 
industry’s most volatile issues in 1977. Quick and overwhelming response opposing 
a proposed ban on saccharin from shareholders, consumers and the Calorie Control 
Council resulted in Congressional legislation placing an 18-month moratorium on 
regulatory action against saccharin by FDA. We believe that saccharin, used in 
Sugar Free Dr Pepper since it was formulated in 1971, is safe for humans and 
will support research designed to clarify any doubts about the artificial sweetener. 
The industr\ is anxious lor properly structured, competently monitored testing ol 
saccharin to be conducted by this country’s renowned research institutions. 
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We are also optimistic that the Federal Trade Commission complaint against 
Dr Pepper and six other soft drink firms will be favorably resolved in 1978. This 
optimism is based on the Supreme Court action overturning the Schwinn decision 
and revising antitrust law in the GTE Sylvania case. Both actions diminished 
a seven-year long FTC, threat to the integrity of the franchise system. 


Dr Pepper is no longer 'America's Most Misunderstood Soft Drink.** since more 
than 90% of the consumers in the U.S. have tried Dr Pepper. Our 1978 advertising 
theme, **Be a Pepper,** is a positive program; one about which all Dr Pepper people 
are extremely enthusiastic. This new advertising campaign and marketing programs 
to support it will be backed bv the largest marketing expenditure in the history of 
the company. Quality and placement of advertising will receive priority attention 
to maximize the effectiveness of those expenditures. Fulfilling another objective, 
advertising expenditures w ill again increase at a rate of at least 20% annually . 


Subsidiary strengths were intensified in 1977 with the acquisition of franchises 
for Southern California and Houston, Texas. Construction of a production/ 
distribution center for the Dallas/Fort Worth Metroplex began last March and is 
nearing completion. In 1977, we invested a substantial part of our cash to support 
and accelerate the growth of Dr Pepper. Our main objective is to build a strong 
and growing consumer franchise for Dr Pepper. The Metroplex production center w i 
enable us to improve efficiency, increase productivity and expand a capability to 
satisfy the growing demand for Dr Pepper in Dallas and Fort Worth. 


Another large cash investment in 1977 was the acquisition of the assets of the 
Houston Dr Pepper franchise and the start-up cost in establishing that operation. 
This is a tremendous market and one in which Dr Pepper is not fully developed. 
We are already seeing positive results in this market. 


Dr Pepper will concentrate on market growth opportunities in the li.S. but w ill 
continue to examine international markets where the potential for investment return 
is great. We constantly evaluate our position relative to new business opportunities 
and Dr Pepper Company is reaching the point where we can consider the right 
kind of acquisition. 

We expect 1978 to bring new challenge and opportunity. With continued support 
from shareholders, directors, bottlers and consumers. Dr Pepper Company will 
respond to insure future successes. 



W. W. Clements 

Chairman of the Board and President 














Corporate 

objectives 


Marketing 
for results 
and momentum 


D r Pepper Company’s primary long-range objectives are to increase the rates 
of profits and syrup gallonage sales by 15% annually. This will require 
a high level of productivity and prompt response to technological, philosophical 
and economic changes that could affect the growth of business. 

To simplify the management process and make it more productive, the company 
has incorporated an on-going program of management by objectives. This program 
provides a system to monitor productivity and is being implemented by each 
corporate area of responsibility including all departments and subsidiaries. The basis 
of individual management/employee objectives are linked to supplementary 
corporate objectives to: 

□ Maintain high product quality, service dependability and an enthusiastic 
attitude; 

□ Maximize return on assets by applying financial benefits formulae where 
significant amounts of resources are involved. 

The company believes that utilization of its management by objectives program 
will sharpen a corporate sense of urgency toward the development and application 
of better problem-solving techniques. This continuing program will have a profound 
effect on fulfilling all corporate goals. 

A successful year in 1977 followed on the strengths ol 1976 and provided 

the foundation to implement more aggressive marketing programs in 1978. 
The corporate sales objective is to double unit volume every five years, requiring 
an average annual increase of 15%. This objective was reached again in 1977. 

Consistent sales increases, double the industry growth rate, underscore a 
commitment to the following marketing strategies: 

□ Emphasis on single drink markets, particularly fountain/fast food, 
vending and special events as a means of sampling and educating 
consumers to the distinctive taste of Dr Pepper*, one drink at a time; 

□ Focus on the 13-30 year-old age group; 

□ Allocation of dollars to markets w ith the capability and potential for 
above-average growth; 

□ Satisfaction of consumer demand for Dr Pepper and Sugar Free 
Dr Pepper by achieving distribution and package availability equal to 
competition. 

Experience and results of past marketing efforts give Dr Pepper a momentum for 
confidence in our future growth. Per capita consumption growth has been broad 
and strong. 

Per Capita Development—Reporting Sales Areas 




1970 

1972 

1976 

1977 

50- 99 

per capita 

70 

95 

96 

102 

100-199 

per capita 

22 

34 

64 

80 

200-299 

per capita 

— 

— 

3 

11 

50+ 

per capita 

92 

129 

163 

193 


*Dr Pepper and Pepper are registered trademarks of Dr Pepper Company. 
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Marketing against our target age of 13-30 year-olds has improved consumption 
of Dr Pepper in this consumer group: 

Soft Drink Consumption Patterns* 

(by ag<*) 

Total Market Index 18-24 yrs. old 25-34 yrs. old 
All Brands Index 1(X) 110 110 

Dr Pepper Index 100 135 1(H) 

(*Target Group Index reported by Faulkner, Dawkins & Sullivan, lilt ., Aug. 1, 1977.) 

Dr Pepper Company’s share of the total soft drink market has been moving steadily 
forward: 

Dr Pepper Market Share* 

1970 1972 1974 1976 1977 

Dr Pepper & Sugar Free Dr Pepper 3.8% 4.6% 5.2% 5.8% 6.2% 

(*As reported by John C. Maxwell, beverage analyst, Morgan Stanley & Co., New York City.) 


Fast food / 
fountain 


Vending 


Dr Pepper Company is continuously seeking ways to focus spending and marketing 
activities against market segments to give the greatest growth and increased return 
to its stockholders. Marketing dollars in 1977 were concentrated in market segments 
with the greatest potential growth for Dr Pepper and in support of our marketing 
strategies. 

Dr Pepper is available in 35% of the total fast food/fountain accounts. This is 
an increase from an estimated 30% availability in 1976. These accounts rel\ 
primarily on 5-gallon tanks for receiving and dispensing fountain products to their 
customers. To improve Dr Pepper availability in these accounts, the company has 
been testing a tank distribution program (TD system) for the past two years. In 
1977, this was modified and improved in important eastern markets and expanded 
on a selective basis in the Southwest. Test results are extremely encouraging and 
have contributed to important new availabilities in many new accounts including 
fast food chains such as McDonald’s, Burger King, Arthur Treacher’s, Bonanza, 
Arby's, Roy Rogers, Pizza Hut and a number of strong regional chains. Further 
expansion of this program is anticipated in 1978. 

In 1977, Dr Pepper and Sugar Free Dr Pepper availability in vending machines 
was greatly improved. Bottlers" shipments of new equipment were heavy. In 
addition, Dr Pepper Company continued its aggressive vendor refurbishment 
program offering bottlers the opportunity to repaint and rework vendors alreadx 
in the market. The program provides a fresh presentation of the Dr Pepper 
trademark. 

Last year bottlers purchased primarily can vendors. Since cans are Dr Pepper’s 
most w idely available and distributed package, the company benefited from heavy 
bottler purchases of can vendors. Innovative programs for improving Dr Pepper 
availability and sales volume through vending machines were presented at the 
company’s annual bottler meeting in Las Vegas in October, 1977. Response to 
these programs has been very good. 
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It's really great when people 
come up and say , Oh. you 
work for Dr Pepper? Are you a 
Pepper?' Already, that to me 
says more than anything about 
the success of the campaign. " 
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Store managers thrive on our 
good sendee. If they 're out of 
product , then u e re out of 
business." 
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O n October 16, 1977 a record number of bottlers gathered at the Las Vegas 
Sahara Hotel for the presentation of Dr Pepper s new advertising theme, 
"Be a Pepper". The Be a Pepper*' theme received enthusiastic approval from 
bottlers, suppliers, media and the financial community. This new advertising is 
positive and based on research that indicates more than 90% of American soft 
drink consumers have tried Dr Pepper. 


Immediately following the bottler meeting, the first phase of new television 
advertising commenced, running in local markets on a spot basis. The national 
kickoff was November 25 when Dr Pepper Company provided major sponsorship 
of the annual Miss Teenage America 1 * Pageant. 


Media selection in 1977 continued to concentrate on the use of TV specials such 


as: 


Paul Anka , April 25 Miss Teenage America* November 25 

Chevy Chase , Mav 4 Paul Simon , December 8 

David SouL August 18 New Year's Rock in Eve , December 31 


These specials have had great impact for Dr Pepper. Combined with spot 
participation on high-rated network shows and local spot media, this vital medium 
gives Dr Pepper increasingly important awareness in the marketplace. We are 
enthusiastic about our new "Be a Pepper" advertising theme and are committed 
to significant increases in advertising dollar support. In 1977, advertising dollars 
were increased 25%. 

1977 case sales figures for Dr Pepper and Sugar Free Dr Pepper show that cans 
and returnable bottles are the most widely distributed packages and most important 
in the total package mix. Compared to 1976, returnable packaging as a percent 
of total package mix declined while cans gained in importance. This reflects the 
strong growth of cans throughout the soft drink industry in 1977. For Dr Pepper 
Company, growth in this package was indicative of increased vending activit\ by 
bottlers and distributors and the expansion of expendable income b\ consumers 
who prefer convenience packaging for leisure time activities. Sales volume increases 
last year occurred for each of the following three package categories: 


1976 1977 

Package Mix Cans 38.6% 43.2% 

Returnablcs 48.1 43.2 

Non-rcturnables 13.3 13.6 

1(X).0% HX).0% 


Dr Pepper and Sugar Free Dr Pepper continue to have tremendous growth potential 
in food stores where packaging in large sizes lags behind competition. Although 
we have not reduced emphasis on the single drink market, it was recognized in 
1977 that it was time to capitalize on Dr Pepper sales potential in food stores. 

A Trade Relations Department was established and has taken the initiative to 
improve communication between Dr Pepper Company and divisional, regional and 
home office management of grocery and convenience stores. 

In 1977, Dr Pepper specifically directed two promotions to the retail grocery trade, 
supporting them with national advertising. Distribution in food stores has improved 
particularly in large, family-size pac kages, but opportunities for future improvement 
exist. 
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Sugar Free 
Dr Pepper 


The rate of Sugar Free Dr Pepper growth was temporarily slowed by the U.S. Food 
& Drug Administration’s proposal last March to ban saccharin. However, Sugar 
Free Dr Pepper sales accelerated in the last six months of 1977 and met our 
objective. 

Sugar Free Dr Pepper advertising in 1977 followed the theme, ’ Sugar Free 
Dr Pepper—It Only Tastes Fattening.” This advertising was based on research by 
Dr Pepper Company and its agency Young & Rubicam, New York, revealing that 
consumers find the taste of Sugar Free Dr Pepper to be very close to Regular 
Dr Pepper. Furthermore, consumers believe the advertising truly reflects the good 
taste of our product. We will continue to aggressively market Sugar Free Dr Pepper 
this year. 


An organization 
to do the job 


D uring the past two years, particularly in 1977, Dr Pepper expanded and 
simplified its sales and marketing organization. The objective has been to 
make the organization more responsive to bottlers’ needs and opportunities in the 
marketplace. To achieve this objective, the company: 

□ Created a Brand Development Department with specific responsibility 
for developing strategies and marketing plans for Dr Pepper and Sugar 
Free Dr Pepper; 

□ Combined former bottler and fountain sales divisions into one sales 
department. As a result, field sales personnel are devoting full attention 
to development of the total market for Dr Pepper, working closer with 
bottlers to budget funds for markets with greatest potential for Dr Pepper. 
□ Created a Trade Relations Department which, in 1977, developed an 
executive sales presentation to management of retail food accounts telling 
the Dr Pepper story and underscoring why it is time to “Make Room 
for Dr Pepper”; 

□ Created a Youth Activities Department to more effectively capitalize on 
Dr Pepper’s current strength and potential among young consumers. 


The sales and marketing organization of Dr Pepper Company reflects our advertising 
and advertising reflects our people. We are all Peppers: young in thought, 
enthusiastic in our approach to selling and marketing Dr Pepper and dedicated 
to increasing the number of soft drink consumers who are Peppers. 


Bottler 

sales response 



At the end of 1977, the number of franchised Dr Pepper bottlers stood at 494. 
The ultimate success of Dr Pepper growth depends chiefly on the energies and 
talents exhibited by this network of independent bottlers. An effective interface 
between Dr Pepper Company marketing elements and our bottlers created a 
conducive climate last year that produced a hefty 21% increase in net sales. Sales 
for the fourth quarter were 29% better than the last quarter of 1976. Most notable 
sales gains occurred in markets where Dr Pepper bottlers committed to sustained 
advertising and promotion programs and more competitive packaging. 
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"The filler machine puts out 
60,000 cans per hour ; so 
in an average 8-hour span , 
that 's about 20,000 cases of 
Dr Pepper. That's not bad for 
a night s work. " 
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”Once were into production 
here , well be able to serve the 
entire Dallas/ Fort Worth 
market more efficiently. It's 
exciting to see the daily 
progress of the new plant. " 
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Expanding 

subsidiary 

strength 


I mproved marketing programs and restructured management ol Dr Pepper 
Company’s subsidiaries resulted in increased sales and profit contributions in 
1977. Texas subsidiary plants include Waco, the world’s top Dr Pepper per capita 
market, Dallas, Fort Worth, San Antonio and Houston. The latter market Iranchise 
was purchased December 31, 1976 by Dr Pepper Company from its licensee, l nion 
Bottling Works, Inc. Takeover from the former bottler occurred last June and 
contracts for production of Dr Pepper and Sugar Free Dr Pepper bottles and cans 
by area bottlers were effected. Dr Pepper sales in Houston in 197 7 were greater 
than the year before and 1978 will see construction start on a production/ 
distribution facility to better serve this market of two million. 


Last February, through a tax-free merger accounted for as a pooling of interests. 

Dr Pepper Company acquired the Dr Pepper Bottling Company of Southern 
California. Its largest subsidiary serves Los Angeles and San Diego markets 
(population, 11 million). This operation has long been one of the largest users 
of Dr Pepper syrups and concentrates. Increased product availability in this 
high-consumption market last year resulted in record sales for Dr Pepper and Sugar 
Free Dr Pepper. 

Houston and Southern California subsidiaries offer tremendous marketing and 
financial potential. Current investment and base-building to meet competition will 
pay off in the immediate future. 

Combination of Dallas and Fort Worth production plants into the Dr Pepper 
Metroplex Refreshment Company will be complete in late spring w ith the opening 
of a production/distribution center in suburban Irving. Begun last March, the 
project is the company’s largest capital expenditure ever (estimated at $19.5 million) 
and will provide a distinct product ion/sales advantage lor Dr Pepper in this North 
Texas market of some three million. Its five high-speed bottling lines should be 
operational by the end of May. Additional production from a high-speed can line, 
to be completed later this year, w ill give the facility a capability of 25 million 
cases annually. Total plant floor space is nearly 436.000 square leet. 


International 
expansion & 
progress 


The company’s international division added one market in 1977. Binzagr Co., one 
of Saudi Arabia s strongest multi-national firms, has begun distribution ol Dr Pepper 
and Salute lH flavors in that Middle Eastern kingdom. Binzagr holds distributorships 
for many well-known beverages in the Middle East but Dr Pepper is the first 
carbonated soft drink to be added to its line of products. 



Adherence to basic marketing principles has resulted in increased sales and 
awareness for Dr Pepper in Malta. Dr Pepper was introduced to this Mediterranean 
nation in Mav, 1976 by Simonds Farsons Cisk, Ltd., a proven marketing/sales 
organization with international experience. 
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r Dr Pepper's not plain. It has a 
tingle in it." 
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B y getting product samples 
from bottlers and field 
quality control personnel , we 
are able to maintain the same 
quality of Dr Pepper from the 
east to the west coast. " 

























Dr Pepper enjoyed its best year to date in Japan where 1977 sales were up 35%. 
Heavy sampling and promotions coupled with the introduction of a 500 ml "home 
size" package were significant marketing activities in Tokyo, Tone and Okinawa. 
Sales gains against 1976 reduced financial losses by more than 50%. Effective 
February 28. 1978. Dr Pepper took over full operation of Dr Pepper Japan, Ltd., 
its joint venture company with Tokyo Coca-Cola Bottling Co., Ltd., founded in 
19 1 3, and organized a new subsidiary,Dr Pepper Japan Company. This opens 
opportunities to affiliate with other bottler/distributors throughout Japan. Tokyo, 
lone and Okinawa will continue their aggressive efforts as franchised Dr Pepper 
bottlers. 

Dr Pepper Company is exploring international opportunities with greater intensity. 
As we gain experience and expand international marketing expertise, we are hopeful 
of accelerating the growth of Dr Pepper to other countries. Expansion will be limited 
to low risk/high return markets. 


Unending research 
& quality control 


A perfect product is still the primary fundamental for selling Dr Pepper and 
Sugar free Dr Pepper. Strict standards for product uniformity insure that 
the Dr Pepper taste is the same in every manufacturing plant and in 1977, the 
company’s research and quality control facility was enlarged and upgraded to fulfill 
the increasing demand for technical services to Dr Pepper bottlers and canners. 

In this facility, samples of products are submitted by all franchised bottlers and 
contract canners on a regular schedule. Finished product and water samples undergo 
exhaustive analyses through prescribed series of tests. The activity is a never-ending 
responsibility for highly-trained laboratory personnel. 

The research and quality control department also is responsible for carefully 
structured tests with regard to modification of manufacturing processes and 
packages. One new package recently tested and evaluated by this company element 
is the nylon-based, polyethylene terephthalate (P.E.T.) bottle. Approved for soft drinks 
by f DA in May, 1973, the lightweight, plastic package has been approved for 
bottlers by Dr Pepper Company, making its initial appearance in Spartanburg, 

South (Carolina. 



W ith increasing consumer demand for large, take-home packages, the non-returnable 
P.E.T. bottle has met widespread acceptance by soft drink bottlers. It is being 
produced in 64-oz. and 2-liter sizes. Weighing only about three ounces, the P.E.T. 
bottle is an energy-efficient package requiring half the energy units to manufacture. 

At a time when energy is of critical concern, the P.E.T. bottle could determine 
package mix. Its size can be advantageous in maintaining a competitive 
edge for capturing a share of big bottle business for Dr Pepper. The shatterproof 
bottles are recyclable into diverse items such as film and fibers and do not yield 
toxic gases when incinerated. 

Already, approved manufacturers are experiencing an unrelenting demand by 
bottlers for the plastic bottle. In 1978, Dr Pepper Metroplex and Southern California 
operations will be among many Dr Pepper bottlers introducing the P.E.T. package. 
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Management’s Discussion 
and Analysis of Operations 

The following discussion summarizes the changes in sales 
and operating costs of the Dr Pepper Company and its 
subsidiaries for the years 1977, 1976 and 1975. Before 
reviewing the discussion, it is important to note that the 
commentary for 1976 and 1975 includes the operations 
of the Dr Pepper Bottling Company of Southern 
California which were merged into Dr Pepper Company 
on February 25, 1977. Likewise, the discussion includes 
for the first time the operations ol the Dr Pepper Bottling 
Company of Houston, Inc., which commenced business 
in June, 1977. 

Sales 

In 1977, net sales increased 21.1% as compared to 1976 
operating results. The increase in 19< < reflects the gains 
recorded in syrup and concentrate unit volume sales ol 
approximately 15% as well as the increase in combined 
sales through corporate-owned franchise bottling 
companies. Also contributing to the net sales increase 
in 1977 was the continuing change in product mix with 
fountain and canner gallonage increasing their share ol 
the total corporate business. The corporate franchisees’ 
percentages of contribution to net sales (before 
elimination ol intercompany sales) for the years 19*7, 
1976 and 1975 were 36.0%, 35.7% and 36.9%, 
respectively. 

In 1977, Sugar Free Dr Pepper represented 15.7% ol 
all concentrate and syrup gallonage sold which equaled 
the same percentage as was realized in 1976. These 
percentages compare favorably to 1975 when Sugar free 
Dr Pepper represented 14.2% of total gallonage sold. 

In 1976, net sales increased 8.9%. However, unit volume 
was up more than 15% above 1975. In addition to the 
factors listed above, the dollar sales gains were not larger 
principally because ol declines in selling prices ol 
fountain syrup and canned products which began in 

mid-1975. 

Cost of Sales 

Cost of sales increased in 197 < by 25.4%. lhese costs 
also increased in relation to net sales from 51.1% in 
1976 to 52.9% in 1977. These increases are directly due 
to the higher incurred cost of raw materials lor cans, 
returnable and non-returnable glass and other related 
packaging supplies. Sweetener cost for the year remained 
fairly stable. Likewise, as noted in the comments 
concerning net sales, product mix contributed to the 
increase with the fountain and can business, which are 
higher cost items, increasing their share of corporate 
business. 


In 1976, cost of sales decreased by 1.6% and to 51.1% 
of net sales as compared to 56.6% in 1975. The decrease 
reflected primarily the reduction in sweetener cost during 
the 1974-1975 period. 

A dministrative , Marketing 
and General 

Although administrative, marketing and general expenses 
increased by 16.7% in 19 7 < over 1976, the relationship 
as compared to net sales reflects a decrease to 30.7% 
in 1977 as compared to 31.9% in the prior year and 
28.5% in 1975. In 1976, the increase in dollars was 
21.7% over 1975. This year the primary increases in 
this category, as in prior years, continued to be 
marketing expenses which are utilized toward the sale 
of Dr Pepper and Sugar Free Dr Pepper. 

Other Income 

Other income decreased in 197 7 by $234,000, or 
approximately 15%, Irom 19 <6. 1 his decrease is 
attributable to a reduction in interest and dividends 
earned on investments. In addition to interest rates being 
lower on investments owned in 19/7, lunds available lor 
investment decreased by $20,860,000 during the year. 
This decrease resulted from the monies needed to 
construct the new production and distribution lacility lor 
the Dallas/Fort Worth Metroplex, start-up costs required 
for operations of the Dr Pepper Bottling Company ol 
Houston, Inc. and the retirement of certain long-term 
debts at Dr Pepper Bottling Company of Southern 
California. 

Other income in 1976 was $1,563,000 as compared to 
a loss of $388,000 in 1975. Contributing to the gain 
was significant improvement in interest income received, 
a reduction in the amount of losses incurred from the 
Japan operations and a reduction in the amount ol 
interest expense incurred by Dr Pepper Bottling 
Company of Southern California on its debt. Other items 
which adversely affected other income in 1975 but not 
1976 were the disposal of certain obsolete equipment 
at a loss and a provision for taxes which were assessed 
for prior years. 

Taxes 

The effective tax rates for the years 1977, 1976 and 
1975 were 47.2%, 47.4% and 48.9%, respectively. The 
improvement from 1975 to 1976 and which continued 
to 1977 can be accounted for by increases in allowable 
investment tax credits and the continuing reduction in 
losses incurred by Dr Pepper Japan, Ltd. Items which 
had a tendency to raise the tax rate during these years 
were increases in the provision lor state income taxes 
and reductions in tax-exempt investment income. 
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Discon tinued Opera lions 

Earnings from discontinued operations were $193,000 
in 1976 compared to a loss of $1,950,000 in 1975 and 
were incurred bv Dr Pepper Bottling Company of 
Southern California prior to the merger and can be 
summarized as follows: 

1976 1975 

Earnings (loss) from 

discontinued operations— 

Loss from discon¬ 
tinued operations 


to date of sale .... 

$ - 

(978.0(H)) 

Credit (loss) on 
disposition of 
subsidiaries. 

148.000 

(1,856,000) 

Credit (provision) 
for settlement 
of a lawsuit. 

224,000 

(80,000) 

Related income tax 
(provision) credit . . 

(179.0(H)) 

964,000 

$193,000 

(1,950.(HH)) 


There were no earnings or losses from discontinued 
operations in 1977. 

Net Kami tips 

Net earnings increased by 14.3%, or $2,537,000 in 1977 
versus 1976. The increase in sales accounted for most 
of this increase. In 1976, net earnings increased 62.6%. 
Items contributing to this substantial increase included 
a 1.6% reduction in the cost of sales, w hile incurring 
a 8.9% increase in sales, a $1,951,000 improvement in 
other income and the realization of earnings from 
discontinued operations in 1976 versus a loss in 1975. 

Balance sheet analysis: The following is an 
analysis of changes in major components of the Balance 
Sheet between 1977 and 1976. 

Working Capital 

The ratio of current assets to current liabilities improved 
in 1977 to 2.7:1 as compared to 2.4:1 in 1976. 
Components of current assets which changed 
significantly in 1977 include: 

Marketable securities were down 58.5%, or 
$19,476,000, from 1976. This change was due primarily 
to use of this item to fund the construction of the 
Dallas/Fort Worth production and distribution facility, 
to reduce the long-term debt of the Dr Pepper Bottling 
Company of Southern California and to fund the start-up 
cost of the operations of the Dr Pepper Bottling Company 
of Houston, Inc. 

Trade accounts receivables rose $3,784,000 in 1977 
reflecting increased sales, as well as product mix change 
to higher priced items such as fountain syrup and canned 
products. 


Raw materials and supplies increased by $6,(X)6,(X)0 in 
1977 over 1976. The majority of this increase came from 
increased purchase of canning materials from suppliers 
during the latter part of 1977 in anticipation of a 
possible labor strike in the can industry. 

Of the items in current liabilities, contracts and current 
portion of notes payable changed the most significantly. 

In 1976, the Company had entered into agreements for 
acquisition of land to build the production and 
distribution center for the Dallas/Fort W orth Metroplex, 
as well as purchase of the Dr Pepper operations in 
Houston, Texas. The amounts payable at December 31, 
1976, for these two items were $758,(XX) and 
$4,430,000, respectively, and the notes were fully paid 
in 1977. Additionally, Dr Pepper Bottling Company of 
Southern California had short-term and current portion 
of notes payable in aggregate of $2,681,000 at the end 
of 1976 as compared to $205,(XX) for 1977. 

Other Assets and Liabilities 

Of the other assets which had significant changes, 
marketable securities held for investment decreased 
$1,384.(XX) because of maturing municipal bonds. 
Propertv, plant and equipment increased $13,752,000 
due to expenditures for construction of the new 
Dallas/Fort Worth Metroplex production and 
distribution facility and the purchase of equipment for 
Dr Pepper Bottling Company of Houston, Inc. 

In 1977, the Company reduced the notes payable of 
Dr Pepper Bottling Company of Southern California to 
$651.(XX) as compared to 1976’s year-end balance of 
$3,033,(XX), a 78.5% reduction. The principal note paid 
off in 1977 had a balance of $3,248.()(X) of which 
$4fX),(XX) was current and had an interest rate of 9V4%. 

The increase in deferred taxes of $827.(XX) arose 
primarily from the depreciation of property, plant and 
equipment by the straight line method for reporting 
purposes versus the accelerated method for tax purposes. 

Stockholders * Equity 

Stockholders* equity as represented by book value 
increased in 1977 to $3.79 per share from $3.31 in 
1976, a 14.5% increase. The return on stockholders* 
equity of $76,587,(X)0 in 1977 and $66,333,000 in 
1976 was slightly lower in 1977 with a return 
of 26.5% as compared to 1976’s return of 26.8%. 
However, return on total capital invested improved 
from 23.0% in 1976 to 25.9% in 1977. 

Total capital invested consists of the year-end balances 
for stockholders* equity, deferred taxes and notes 
payable, including the current portion. The earnings used 
is the sum of net earnings and the after-tax interest paid 
on notes payable during the year of measurement. 
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Dividends: The Company paid an annual dividend of 
53C* per share in 1977 which was 60% of the prior year’s 
earnings per share and in keeping w ith Management’s 
objective to pay out approximately 60% of prior year s 
earnings in dividends to shareholders. The increase in 
1977 was 13<T per share over 1976 representing a 32.5% 
increase. The Company has paid quarterly dividends for 
192 consecutive quarters. The distribution of dividend 
by quarter was: 



1977 

1976 

1975 

1st Quarter. 

$ .11 

.09 

.075 

2nd Quarter. 

. 14 

.10 

.075 

3rd Quarter. 

. 14 

.10 

.075 

4th Quarter. 

. 14 

.11 

.090 


$ .53 

.40 

.315 


Market price of common stock: The stock of the 
Company is listed on both the New York Stock Exchange 
and the Pacific Stock Exchange where it is traded under 
the symbol DOC. DOC has been traded on the New York 
Stock Exchange since March 18, 1946 and began trading 
on the Pacific Stock Exchange June 27, 1977. The stock 
also trades on an unlisted basis on the Boston and 
Midwest Stock Exchanges. The table below shows the 
reported high and low sales prices of the stock on the 
New York Stock Exchange for the periods indicated. 


1977 1976 1975 



HIGH 

LOW 

HIGH 

LOW 

HIGH 

LOW 

1st Quarter . 


11 

17% 

11 

13 

7 

2nd Quarter . 

. 13 V * 

11 

16% 

13% 

15% 

11% 

3rd Quarter . 

. 15‘/2 

1 IVs 

1714 

14% 

12% 

8% 

4th Quarter . 

. 17 V * 

14 1 /* 

15% 

12% 

12% 

9% 


The closing price of the stock on December 30, 1977 
was $14%. In 1976 and 1975, the closing prices were 
$1414 and $1114, respectively. 


Five-Year 

Statistical 

Analysis 

Dr Pepper Company 

AND Si BSIDIARIES 


Net sales 

(in thousands of dollars) 


SO 100 ISO 200 250 300 


1973 

1974 

1975 

1976 

1977 


$118,716 


$155,532 


$17 


1,862) 

$187,: 


216 


$ 226,750 


Earnings per share 
(in dollars) 

$.20 .40 .60 .80 1.00 1.20 



1976 $.88 

1977 $ioi 


Dividends per share 
(in cents) 

10 20 30 40 .SO 60 



1977 ■■■■■■■■■ 53 < 


Return on stockholders' equity 
( percent) 


5 10 IS 20 25 30 
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Five-Year Summary of Operations 

(in thousands except for per share amounts) 


1977 

Operating Results 

Net sales. $226,750 

Cost of sales. 119,910 

Gross profit. 106,840 

Administrative, marketing and general 

expenses . 69,665 

Operating profit. 37,175 

Other income, net. 1,329 

Earnings from continuing operations 

before income taxes. 38,504 

Income taxes. 18,182 

Earnings from continuing operations. 20,322 

Earnings (loss) from discontinued operations, 

net of applicable income taxes. — 

Net earnings. 20,322 

Balance Sheet Data 

Current assets. $ 46,127 

Current liabilities. 17,081 

Working capital. 29,01*6 

Fixed assets, net. 39,386 

Other assets. 10,819 

Other liabilities. 2,661 

Stockholders' equity. 76,587 

Per Share of Common Stock Data 

Earnings from continuing operations. S 1.01 

Earnings from discontinued operations. — 

Net earnings. 1.01 

Dividends. .53 

Book value. 3.79 

Number of weighted average 

shares outstanding. 20,200 


1976 

1975 

1974 

1973 

187,216 

171,862 

155,532 

118,716 

95,642 

97,231 

92,7.58 

62,808 

91,574 

74,631 

62,774 

55,908 

59,711 

49,051 

45,417 

38.072 

31,863 

25,580 

17,357 

17,836 

1,563 

(388) 

677 

1,152 

33,426 

25,192 

18.034 

18,988 

15,834 

12,307 

8,355 

8,875 

17,592 

12,885 

9,679 

10,113 

193 

(1,9.50) 

(337) 

238 

17,785 

10,935 

9.342 

10,351 

55,566 

41,798 

30,209 

38,5.54 

22,812 

17,582 

16,1% 

11.486 

32,754 

24,216 

14.013 

27.068 

25,634 

20,412 

24,143 

19,309 

12,164 

13.087 

14,909 

7,260 

4.219 

1,556 

1.860 

7.040 

66,333 

56,159 

51,205 

46,597 

.87 

.64 

.48 

.51 

.01 

(.09) 

(.01) 

.01 

.88 

.55 

.47 

.52 

.40 

.31>/2 

.28 

,22 3 /4 

3.31 

2.81 

2.56 

2.34 

20,173 

20,015 

20,(X)7 

19,970 


\ote: Years 1973 through 1976 are restated to include merger with Dr Pepper Bottling Company of Southern 
California, February 25, 1977. Merger was accounted for as a pooling of interests. 
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Consolidated Balance Sheets 

L)h Pepper Company and Subsidiaries 
December 31, 1977 and’ 1976 


Assets 1977 _ 

Current assets: 

Cash. 8 1,617,000 

Marketable securities—at cost, which approximates market (note 3). 13,801,000 

Receivables: 

Trade accounts (net of allowance for doubtful receivables 

of $308,000 in 1977 and $366,000 in 1976). 14,425,000 

Other notes and accounts. 403,000 

Inventories: 

Finished products. 4,249,000 

Raw materials and supplies. 9,163,000 

Prepaid expenses. 2,466,000 

Total current assets. 46,127.000 


Marketable securities held for investment—at cost, 

which approximates market . 127,000 

Notes receivable and other assets. 1,467,000 

Land held for investment, at cost,. 1,787,000 

Property, plant and equipment—at cost: 

I«md. 2,292,000 

Buildings and improvements. 15,750,000 

Machinery, equipment and furniture. 39,606,000 

57,648,000 

Less accumulated depreciation. 18,262,000 

Net property, plant and equipment. 39,386,000 


Franchises, formulae and trademarks—at unamortized 

cost or nominal value. 7,438,000 

896,332.000 


Liabilities and Stockholders' Equity 

Accounts payable and accrued expenses. 813,756,000 

Contracts and current portion of notes payable. 205,000 

Federal and state income taxes. 3,120,000 

Total current liabilities. 17,081,000 

Notes payable (note 4). 651,000 

Deferred Federal and state income taxes . 2,013,000 

Stockholders’ equity (notes 5 and 6): 

Common stock without par value. Authorized 25,(KK),(KK) shares; 

issued 20.199,513 shares in 1977 and 20,020.422 shares in 1976. 13,108,000 

Retained earnings. 63,479,000 

Total stockholders' equity. 76,587,000 

Commitments (notes 6 and 9) _ 

896,332,000 

See accompanying notes to consolidated financial statements. 


1976 


2,092,000 

33,280,000 


10,641,000 
1,344,000 

2,838,000 
3.157,000 
2,214,000 

55,566,(KK) 


1,511,000 
1,431,000 
1,787.0(H) 

2,217,000 

8,734.000 

29.634.0(H) 

40,585.000 

14.951.0(H) 

25.634.0(H) 

7,435.000 

93,361.000 


10,765.(HH) 

7,869.000 

4.178.0(H) 

22.812.000 

3.033.0(H) 

1.186.000 


12.590.0(H) 

53,743,(XH) 

66.333.000 


93.364.0(H) 
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Consolidated Statements of Earnings and Retained Earnings 

L)r Pepper Company and Subsidiaries 
Years ended December 31, 1977 and 1976 

1977 


Net sales.$226,750,000 

Cost of sales. 119,910,00 0 

Gross profit. 106,810,000 

Administrative, marketing and general expenses. 69,665,000 

Operating profit. 37,175,000 

Other income, net. 1,329,000 

Earnings from continuing operations before income taxes. . 38,50M MH) 

Federal and slate income taxes: 

Current. 17,355,000 

Deferred. 827,000 

18,182.000 

Earnings from continuing operations. 20,322,000 

Earnings from discontinued operations, net of $179,000 of income taxes. — 

Net earnings. 20,322 (MX) 

Retained earnings at beginning of year. 53,743,000 

Dividends paid—$.53 per share in 1977 and 

$.40 per share in 1976. 10,5863MH) 

Retained earnings at end of year. $ 63,479,000 

Earnings per common share and common share equivalent: 

Earnings from continuing operations.$ 1.01 

Earnings from discontinued operations. — 

Net earnings. $ 1.01 


See accompanying notes to consolidated financial statements. 


1976 


187,216,000 

95,642,000 

91,574,000 

59,711,000 
31,863,000 

1,563,000 

33,426,000 

14,866,000 

968,000 

15,834.000 

17,592,000 

193,000 

17,785.000 

43,602,000 

7,644.000 

53.743.000 

.87 

_ M 

.88 


25 




















































Consolidated Statements of Changes in Financial Position 

Dr Pepper Company and Subsidiaries 
Years ended December 31, 1977 and 1976 


Sources of working capital: 

Earnings from continuing operations. 

Add items which do not affect working capital: 

Depreciation of property, plant and equipment. 

Amortization of franchises, formulae and trademarks. 

Deferred income taxes. 

Working capital provided bv continuing operations. 

Earnings from discontinued operations. 

Working capital provided by operations. 

Issuance of 179,091 shares of common stock in 1977 and 3,640 shares in 1976 . . 

Decrease in marketable securities held for investment. 

Decrease in notes receivable and other assets. 

Increase in long-term debt. 


Uses of working capital: 

Dividends on common stock. 

Additions to property, plant and equipment . . . 
Increase in notes receivable and other assets . . . 

Retirement of long-term debt. 

Increase in franchises, formulae and trademarks 


Increase (decrease) in working capital 

Changes in components of working capital: 

Increase (decrease) in current assets: 

Cash and marketable securities. 

Receivables. 

Inventories. 

Prepaid expenses. 


Increase (decrease) in current liabilities: 

Accounts payable and accrued expenses. 

Contracts and notes payable. 

Federal and state income taxes. 

Increase (decrease) in working capital. 

See accompanying notes to consolidated financial statements. 


1977 

1976 

» 20,322,000 

17,592,000 

4,523,000 

3,271,000 

97,000 

71,000 

827,000 

968,000 

25,769,000 

21,902,000 

— 

193,000 

25,769,000 

22,095,000 

518,000 

33,000 

1,384,000 

4,063.000 

— 

105.000 

344,000 

312.000 

28,015,000 

26.608,000 

10,586,000 

7,644,000 

18,275,000 

7.666.0(H) 

36,000 

544,(XK) 

2,726,000 

1,505,000 

100,000 

3,6(M).(XX) 

31,723,000 

20.959.000 

$ (3,708,000) 

5,649,(XX) 

§(19.951,000) 

11.641. (XX) 

2,843,000 

1,950,000 

7,417,000 

275.1HX) 

252,000 

(6,000) 

(9,439,000) 

13,860,000 

2,991,000 

1,453.(XX) 

(7,664,000) 

5,588.(H)0 

(1,058,000) 

1.170,000 

(5,731,000) 

8,211.(XX) 

§ (3,708,000) 

5,649.000 
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Notes to Consolidated Financial Statements 

Dr Pepper Company and Subsidiaries 

December 31, 1977 and 1976 

(I) Summary of Significant Accounting Policies 

(a) Consolidation and General 

The consolidated financial statements comprise the 
accounts of the Company and its subsidiaries, all of 
which are wholly owned. During 1977 the Company 
acquired all of the common stock of Dr Pepper Bottling 
Company of Southern California in a transaction 
accounted for as a pooling of interests (see note 2). All 
material intercompany accounts, transactions and profits 
have been eliminated. 

The Company manufactures, markets, sells and 
distributes soft drink concentrates (the basic ingredient 
for soft drinks) and fountain syrups (concentrate with 
sweeteners and w ater added), principally to independent, 
franchise bottlers in the United States. To a lesser extent 
the Company also bottles and distributes soft drinks 
through wholly owned subsidiaries and cans soft drinks 
for sale to its franchised bottlers. 

(b) Inventories 

Inventories are stated at the lower of cost (first-in. 
first-out) or market (net realizable value) or the lower 
of cost (last-in, first-out) or market. The excess of current 
cost over stated last-in, first-out cost is not material. 

(c) Investment in Joint Venture 

The Company has a 50% interest in Dr Pepper Japan, 
Ltd., a joint venture marketing Dr Pepper in Japan. 

Dr Pepper Japan, Ltd. has a fiscal year ended November 
30 and Dr Pepper Company accounts for its investment 
by the equity method. The investment and results of 
operations are not significant to Dr Pepper Company. 

(d) Property , Plant and Equipment 

The Company and its subsidiaries provide for 
depreciation of property, plant and equipment on a 
straight-line basis over the estimated useful life of the 
asset. The Company uses the inventory method of 
accounting for returnable containers. 

Maintenance and repairs are charged to operations as 
incurred; renewals and betterments are capitalized and 
depreciated. The cost and accumulated depreciation of 
properties sold or disposed of are removed from the 
accounts. The resultant profit or loss on such transactions 
is credited or charged to earnings. 


(e) Franchises , Formulae and Trademarks 

The costs of franchises acquired subsequent to 1971 are 
being amortized primarily over forty years. The costs of 
franchises acquired in 1971 and prior years are not 
required to be amortized and, in the opinion of 
management, there has been no diminution in their 
value. 


(f) Federal Income Taxes 

Deferred taxes are provided for all items included in the 
consolidated statements of earnings regardless of when 
such items are reported for tax purposes. Such deferred 
taxes arise principally from using accelerated 
depreciation methods for tax purposes and the 
straight-line basis for financial statement purposes. 

Investment tax credits are recorded as a reduction of 
Federal income tax expense in the vear realized. 

(g) Earnings Per Common and Common Share 
Equivalent 

Earnings per common share and common share 
equivalent are based on the weighted average number 
of shares outstanding and equivalent shares from dilutive 
stock options and warrants. 


(2) Merger 

On February 23, 1977, shareholders of Dr Pepper 
Bottling Company of Southern California (Bottling) 
approved the merger agreement with the Company 
w hereby the Company would issue .8 of a share of 
common stock for each share of Bottling’s shares 
outstanding. The Company issued 1.087,979 shares of 
its common stock to Bottling shareholders and warrant 
holders. All outstanding options and warrants of Bottling 
were satisfied by issuance of the equivalent of 179.091 
shares for consideration of $518,000 in 1977 prior to 
the merger. 


A reconciliation ol net sales and net earnings for the 
year ended December 31, 1976 as originally reported 
and as reported in the accompanying financial 
statements, giving effect to the merger of Bottling 
accounted for on a pooling-of-interests basis follows (000 
omitted): 


Dr Pepper Company and 

subsidiaries. 

Bottling.. 

Total. 

Conforming accounting 
policy for returnable 

containers.. 

Intercompany sales 

and earnings. 

As restated . . . , 


Net sales 


Net 

earnings 


$151,801 15,530 

38,914 2,023 

190,715 17,553 


245 

(3,499 ) _(13) 

$187,216 17,785 
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Bottling’s method of accounting for returnable containers 
was changed from the fixed asset method to the inventory 
method retroactively upon pooling to conform with the 
Company’s accounting policy. 

Earnings from discontinued operations net oi Federal 
income taxes of $193,000 arose from adjustments made 
in 1976 for operations discontinued in 1975. 

(3) Marketable Securities 

Marketable securities included in current assets a! 
December 31, 1977 and 1976 consisted primarily of 
United States Treasury obligations. Included in current 
assets at December 31, 19* 7 is a Uity ol New York 
general obligation bond with approximate cost and par 
value of $500,000 due May 1, 1978. 

(4) Long-term Debt 

A summary of long-term debt follows: 


December 31 
1977 IV76 


914% unsecured note, 
payable $400,000 
annually beginning 
in 1977, interest 
pay able quarterly 
(prepaid in 1977) . . . . 

. . . $ - 

3,248,000 

Other loans and notes 
at various interest 
rates and due dates . . . 

856,000 

1,370,000 


856,000 

4,618,000 

Less current portion 

of long-term debt. 

205,000 

1,585,000 

$651,000 

3,033,000 


(5) Stock Option Plan 

The Company has in effect a qualified stock option plan 
under which the Board of Directors may grant options 
to selected employees to purchase common stock oi the 
Company. The exercise price of options granted under 
the Plan may not be less than the quoted market price 
at date of grant, and the options expire five years from 
date of grant. At December 31, 19 <7, options were 
outstanding to purchase 49,0(X) shares (8« ,900 shares 
in 1976) at prices ranging from $10.75 to $27.75 per 
share ($947,0(X) aggregate). Of the outstanding options, 
40,150 shares are currently exercisable (66.750 shares 
in 1976). During 1977, no options were exercised, and 
during 1976, options were exercised lor 1,500 shares at 
$16,625 per share ($25,000 aggregate). At December 
31, 1977, there were 123,850 unoptioned shares 
available for option under the plan. Dr Pepper Bottling 
Company of Southern California issued the equivalent of 
2,140 shares for $8.0(X) under its option plan for 1976. 


(6) Long-term Incentive Compensation Plan 

In 1976, Dr Pepper Company shareholders approved the 
adoption of the Long-term Incentive Compensation Plan 
which includes a long-term nonqualified stock option 
plan and a contingent performance award plan for key 
management. The Plan is administered by a committee 
of tin* Board of Directors whose members are neither 
officers, employees nor participants under the Plan. 
Nonqualified stock options and/or performance awards 
can be granted each year beginning in 1976 and 
continuing through 1985. A total oi 5(X).(X)0 shares oi 
Dr Pepper common stock is available for nonqualified 
stock options or performance awards. The exercise price 
of options granted under the Plan may not be less than 
the quoted market price at date of grant, and the options 
expire ten years from the date of grant or at an earlier 
date if specified. 

Contingent performance awards are to be earned over 
a five-year Award Period and payable at the end oi that 
period in cash. Dr Pepper common stock, or both as 
determined by the Committee. The amount, if any, which 
will be payable is determined by the degree of 
achievement of five-year corporate performance goals. A 
new five-vc*ar Award Period w ill begin each year through 
1985. Performance awards in the form oi cash awards 
aggregating $392.(X)0 and $367.(XX) have been granted 
to participants in 1977 and 1976, respectively, are being 
accrued and will he paid based upon corporate 
performance goals attained lor the five-year Award 
Period. Also performance awards in the form of 
nonqualified stock options to purchase 16,181 shares at 
$12,125 per share ($196,000 aggregate) in 1977 and 
11,942 shares at $15,375 per share ($184,000 
aggregate) in 1976 were granted in conjunction with the 
cash awards. These options are not exercisable until five 
years after the date oi grant. 

In addition to the above, nonqualified stock options to 
purchase 35,633 shares at $12.125 and 1,255 shares at 
$12.75 ($448,000 aggregate) for 1977 and 25,235 
shares of Dr Pepper common stock at $15,375 per share 
($388,000 aggregate) for 1976 (2,618 shares were 
forfeited in 1977) were granted. All of these nonqualified 
stock options were outstanding at December 31, 1977 
and the stock options granted in 1976 were exercisable. 
The nonqualified stock options granted in 197 < w ill 
become fully exercisable on April 26, 1978 except for 
1,255 shares that w ill become fully exercisable on July 
28, 1978. 
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(7) Pension Plan 

Hie Company and its subsidiaries provide a funded 
pension plan for all non-union employees over 25 years 
oi age with one year of service. Pension expense 
aggregated $659,000 and $465,000 in 1977 and 1976, 
respectively. The Company’s policy is to fund pension 
costs which are comprised of normal costs and 
amortization of prior service costs. Past service costs 
established prior to 19<6 are being amortized over a 
period of 40 years and increases to past service costs 
in 1976 and thereafter are amortized over 30 years. The 
companies expect to continue the plan indefinitely but 
have the right to discontinue it at any time. The assets 
of the plan exceeded tin* actuarially computed vested 
benefits as of December 31, 1977. I nfunded past service 
costs amounted to approximated $2,862,000 at 
December 31, 1977. 

(8) Summary of Quarterly Financial Data 
(l nauditrd) 

The following quarterly financial information is 
unaudited, however, in the opinion of management all 
adjustments (none of which were other than normal 
recurring accruals) necessary to a fair statement of the 
results of operations for the interim periods have been 
included (000 omitted except per share amounts): 




Three months ended 



Mar. 31 

June 30 

Sept. 30 

Dec. 31 

Net sales: 





1977 

$44,555 

59.893 

68,958 

53,344 

1976 

$41,234 

50.225 

54.462 

41.295 

Gross profit: 
1977 

$22,726 

28,866 

31,182 

24,066 

1976 

$20,962 

24.017 

25,894 

20.701 

Net earnings: 
1977 

$ 4,366 

5,442 

6.173 

4,341 

1976 

$ 3,768 

4,646 

5,187 

4.184* 

Per share: 





1977 

$ .22 

.27 

.31 

.21 

1976 

$ .19 

.23 

.26 

.20* 


* Includes discontinued operations. 


(9) Commitments 

A new production and distribution facility to serve the 
bottling operations for the Dallas/Fort Worth Metroplex 
is under construction and scheduled for completion 
in 1978 at an estimated cost of $19,500,000, including 
land, building and equipment. At December 31, 1977. 
$9,334,000 of tin* cost of the facility had been incurred. 


Accountants’ Report 

The Board of 1 )ireetors 
Dr Pepper Companv: 

\\ e have examined the consolidated balance sheets of 
Dr Pepper Company and subsidiaries as of December 31, 
197 i and 1976 and the related consolidated statements 
of earnings and retained earnings and changes in 
financial position for the years then ended. Our 
examinations were made in accordance with generally 
accepted auditing standards, and accordingly included 
such tests of the accounting records and such other 
auditing procedures as yve considered necessary in the 
circumstances. We did not examine the 1976 
consolidated financial statements of Dr Pepper Bottling 
Company of Southern California and subsidiaries, which 
statements reflect total assets constituting 20'/£ and total 
revenues constituting 1 1% of the related consolidated 
totals (see note 2). These statements for 1976 were 
examined by other auditors whose unqualified report 
thereon has been furnished to us and our opinion 
expressed herein, insofar as it relates to the amounts 
included for Dr Pepper Bottling Company of Southern 
California and subsidiaries is based solel\ upon the report 
of the other auditors. 

In our opinion, based upon our examination and the 
report of other auditors, the aforementioned consolidated 
financial statements present fairly the financial position 
of Dr Pepper Company and subsidiaries at December 31, 
1977 and 1976 and the results of their operations and 
tin* changes in their financial position for the years then 
ended, in conformity with generally accepted accounting 
principles applied on a consistent basis. 

7 ^*-^ Ja/J f 

Dallas, Texas 
February 3, 1978 
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Front row (from left): John P. 
Thompson. Pat IF. McNamara. Jr 
William R. Roberson. Jr.; second 
row: Edwin L. Cox , Lamar Hunt; 
third row: James A. Gooding. Jr 
John M. Stemmons, W. W. Clements , 
Raymond //. Cummins , John B. 
Connolly & W. /). White. 
















Directors 


Committees 


Vi. Clements 

Chairman of the Board. President and Chief 
Executive Officer, Dr Pepper Company, 
Dallas, Texas 

John B. Connally 

Senior Partner and Member of the Executive 
Committee, Vinson & Elkins, Attorneys at 
Law, Houston. Texas 

Edwin L. Cox 

Oil and Gas Producer. Dallas, Texas 

Robert B. Cullimi 

Chairman of the Executive Committee, The 
Cullum Companies, Inc. (supermarkets and 
drug stores), Dallas, Texas 

Raymond H. Cummins 

Retired, former Chairman of the Board and 
Chief Executive Officer. Goldsmith ‘s 
Department Store. Memphis. Tennessee, and 
l ice President. Eederated Department 
Stores. Inc. 


E. Burke Giblin 

Chairman of the Board and Chief Executive 
Officer. If artier- Lambert Co. 
(pharmaceuticals). Morris Plains. Sew Jersey 

Janies A. Gooding, Jr. 

President. Dr Pepper Bottling Company, 
Denver, Colorado 


Lamar Hunt 

Chairman of the Board. Kansas City Chiefs 
Football Club. K ansas City, Missouri, and 
l ice President. Hunt Energy Corporation. 
Dallas, Texas 

Pat Vi. McNamara, Jr. 

Dr Pepper Bottling Companies, Lubbock and 
PI a inview, Texas 


Vi illiam R. Roberson, Jr. 

Chairman, Roberson 's Beverages, Inc. (soft 
drink bottling plants). Chairman and Chief 
Executive Officer, Sorth Carolina Television. 
Inc., If ashington. Sorth Carolina 

John M. Stemmons 

Chairman, Industrial Properties Corporation 
(land developers), Dallas, Texas 



John P. Thompson 

Chairman of the Board and Chief Executive 
Officer, 1 he Southland Corporation (retail 
food stores), Dallas, Texas 

W. D. Vi bite 

Senior Partner. White. Me Elroy, White & 
Rector, Attorneys at Law, Dallas, Texas 


E. Burke Giblin, Robert B. Cullum 


Executive Committee 

Clements, Chairman 

Cox 

Cullum 

Cummins 

Stemmons 

Thompson 

Giblin, Alternate 

Vi bite. Alternate 

Audit Committee 

Cullum. Chairman 

Cummins 

Stemmons 

Investment Policy & Review Committee 

Cox, Chairman 

Connally 

Hunt 

McNamara 

Stemmons 

Thompson 

Employee Benefit Committee 

Cox, Chairman 
Giblin 
Goodin *: 

Roberson 

Thompson 
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Officers 


W. W. Clements 

Chairman , President and Chief Executive Officer 

Frederick F. Avery 

Executive Vice President-Sales and Marketing 

Joe K. Hughes 

Executive Vice President-Operations 





John R. AIIm *rs 

Vice Pres idea t-Market ing 

J. Scott Chase 

Assistant Secretary 

Jerry 1V1. Corbin 

Vice President- Trade Relations 



(diaries P. Grier 

l ice President-Ma n u facturi tig 

(diaries L. Hankins 

Vice President-Marketing Sendees 

T. C. Hunter 

Vice Presi dent-A dm i n istration 



Alvin H. Lane, Jr. 

Vice President-Finance and Secretary 

Marvin S. Massey, Jr. 

Controller 

W. F. Massniann 

Vice President-Corporate Planning 



Richard I). O'Connor 

Vice President-Corporate Plants 

C. W. Reeves 

Vice President-In tern ati on a l 

Hal L. Stockstill 

Vice President-Japan Operations 



Robert L. Stone 

Vice President-Canada Operations 
and Military Services 

L. Dan Thompson 

Treasurer 
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Dividend Reinvestment Program 

On December 1. 1976, Dr Pepper Company initiated a 
voluntary dividend reinvestment program, the Automatic 
Stock Purchase Plan, administered bv The Chase 

J 

Manhattan Bank, N.A. 

Briefly, the features of this plan are as follows: If you 
elect to participate, your cash dividends will be paid 
directly to The Chase Manhattan Bank, N.A., for your 
purchases of Dr Pepper common stock. Participants may 
also make additional cash deposits with The Chase 
Manhattan Bank, N.A., for further investment in 
Dr Pepper common stock. Also, participants may elect 
free custodial services from The Chaf-e Manhattan Bank, 
N.A., for the safekeeping of their other Dr Pepper 
Company shares. Subject to certain time limitations, you 
may join or withdraw from the Plan whenever you wish. 


Charges for the investment of cash dividends and 
voluntary additional cash deposits and for custodial 
serv ices covered by the Plan will be paid by Dr Pepper 
Company. 

The program now has more than 3.000 participants. For 
more information about the Plan, please remit the 
postage-paid business reply card enclosed in this report. 



Corporate Information 

Transfer Agent and Registrar 

First National Bank in Dallas 
1 UH Kim 

Dallas, Texas 75202 

Auditors 

Peat, Marwick. Mitchell & Co. 

Dividend Reinvestment Agent 

The Chase Manhattan Bank, N.A. 
Dividend Reinvestment Services 
1 New York Plaza (14lh floor) 

New York, New York 10015 

Stock Listing & Symbol 

New York Stock Exchange (DOC) 
Pacific Stock Exchange (DOC) 





























Dr Pepper Company 
5523 E. Mockingbird Lane 
P.0. Box 5086 
Dallas, Texas 75222 















































